KEEGAN WERLIN LLP

ATTORNEYS AT LAW
265 FRANKLIN STREET
BOSTON, MASSACHUSETTS 02110-31 13 TELECOPIERS:

(G17)951- 1354
(617)951-1400 (617)951-0586

July 29, 2005

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston, MA 02110

Re: Bay State Gas Company, D.T.E. 05-27

Dear Secretary Cottrell:

On behalf of KeySpan Energy Delivery New England (“KeySpan”), please find
attached responses to the following information requests:

(1)
2)
€)
4)
©)
(6)
)

DTE-KED-1-1;
DTE-KED-1-3;
DTE-KED-1-4;
BSG-KEDNE-1-1;
BSG-KEDNE-1-2;
BSG-KEDNE-1-3; and
BSG-KEDNE-1-4.

KeySpan will file its response to information request DTE-KED-1-2 as soon as
possible on Monday, August 1 or Tuesday, August 2. Thank you for your attention to

this matter.
Very truly yours, M
ol 1|
cghn K. Habib
/
cc: Caroline Bulger, Hearing Officer

Andrew Kaplan, General Counsel

John Cope-Flanagan, Assistant General Counsel
George Yiankos, Director, Gas Division

Robert Dewees, Esq.

Service List



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF THE DEPARTMENT OF
TELECOMMUNICATIONS AND ENERGY TO BOSTON GAS COMPANY

BAY STATE GAS COMPANY
D.T.E. 05-27

Respondent: Joseph F. Bodanza, Jr.
Date: July 29,2005

Information Request DTE-KED-1-1

Q. For each of the years 1993 through 2004, please provide a schedule that shows
the following items for the Company:

(1) the actual amount of write-offs by season and the actual amount recorded on
the company’s books for accounting purposes;

(2) the actual amount of bad debt by season recovered through the CGAC;

(3) the amount of bad debt by season recovered through the base distribution
rates;

(4) the sum of Items (2) and (3);

(5) the percentage of bad debt recovered through the CGAC relative to total bad
debt by season and with corresponding annual percentage;

(6) firm billed therms and cotresponding revenues;
(7) estimates of $ per therm of bad debt; and

(8) percentage of total bad debt relative to total revenues. Provide a copy of the
response in electronic readable medium (compact disk).

A. Please see the attached spreadsheet detailing items requested above. Please note
that the analysis requested is not applicable years prior to 1997 because the
Company did not begin collecting bad-debt expense through the CGA until it was
directed to do so in Boston Gas Company, D.P.U. 96-50 (1996).
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COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF THE DEPARTMENT OF

TELECOMMUNICATIONS AND ENERGY TO BOSTON GAS COMPANY

BAY STATE GAS COMPANY
D.T.E. 05-27

Respondent: Joseph F. Bodanza, Jr.
Date: July 29, 2005

Information Request DTE-KED-1-3

Q.

A.

For each of the years 1993 through 2004 please provide by season, with
corresponding annual total:

(1) estimates of the total annual amount of bad debt, broken down by rate base
and CGAC, that would have been recovered by Boston Gas had the company
used the method of bad debt recovery approved in Boston Gas Company,
D.T.E. 03-40 (2003) using the amount of bad debt and the CGAC revenue to
total revenue ratio approved in the company’s latest rate case;

(2) estimates of the total annual amount of bad debt, broken down by rate base
and CGAC, that would have been recovered by Boston Gas had the company
used the method of recovery approved in Boston Gas Company, D.P.U. 96-50
(1996);

(3) the difference between Items (1) and (2);

(4) estimates of the total annual amount of bad debt, broken down by rate base
and CGAC, that would have been recovered by Boston Gas had the company
used the method of recovery proposed by Bay State Gas Company in D.T.E.
05-27; and

(5) the difference between Items (1) and (4). Provide supporting schedules and
documentation and describe the Company’s method including all assumptions
used. Provide a copy of the response in electronic readable medium (compact
disk).

Please see the attached analysis for the requested data.
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COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF THE DEPARTMENT OF
TELECOMMUNICATIONS AND ENERGY TO BOSTON GAS COMPANY

BAY STATE GAS COMPANY
D.T.E. 05-27

Respondent: Joseph F. Bodanza, Jr.
Date: July 29, 2005

Information Request DTE-KED-1-4

Q. Has Boston Gas programmed its CRIS billing system to record actual CGA-
related bad debt as noted in D.T.E. 03-40 (2003) at 266-267? If yes, please
provide the amounts of actual CGA-related and base rate-related bad debt for each
month from the time the CRIS billing system was programmed to the latest month
of 2005 when data is available.

A. Yes, in accordance with the Department’s directives in D.T.E. 03-40, the
Company programmed the CRIS billing system to record actual CGA-related
gross bad debt as ordered in D.T.E. 03-40 commencing June 2004. Attached is a
listing that the Company generated using this program detailing the monthly gas-
cost related and base-rate related bad debt for the period June 2004 through June
2005.




Jun-04

Jul-04
Aug-04
Sep-04
Oct-04
Nov-04
Dec-04
Jan-05
Feb-05
Mar-05
Apr-05
May-05
Jun-05

Total
2,624,340
3,670,760
3,231,192
3,002,256
2,993,433

286,339
2,227,279
2,762,897

1,647,092
1,617,483
1,472,286
1,796,972
2,931,697

Attachment DTE-1-4

CRIS Report

Gross Writeoffs

Gas Cost
1,683,778
2,424,902
2,117,171
1,933,756
1,941,686

182,675
1,196,248
1,733,816
1,040,722
1,026,179

931,828
1,176,693
1,939,981

Base Rates
940,562
1,245,858
1,114,021
1,068,500
1,051,747
103,664
1,031,031
1,029,081
606,371
591,304
540,458
620,279
991,716

Attachment DTE 1-4
Page 1 of 1



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF
BAY STATE GAS COMPANY TO
KEYSPAN ENERGY DELIVERY SERVICES NEW ENGLAND
D.T.E. 05-27

Respondent: Joseph Bodanza
Date: July 29, 2005

Information Request BSG-KEDNE-1-1

Referring to page 6 of the Bodanza Testimony, please discuss, using as references Bay
State’s proposal and the Department’s order in DPU 96-50, how it was established that actual
gas-related bad debt expense was to be based on applying a gas cost allocated percentage to
actual monthly net write offs.

Response:

In 1996, the Department began an effort to “unbundle” rates to facilitate the movement of
customers to “transportation” service. Boston Gas Company was one of the first gas
companies to unbundle its rates, and in Boston Gas Company, D.T.E. 96-50 (Phase I) (1996),
the Department ordered the Company to “reconcile on a semiannual basis the level of bad
debt expense collected in the CGAC based on the actual uncollectible expense attributable to
gas costs.” D.T.E. 96-50, at 73. Subsequent to that decision, the Department approved the
same methodology for other gas companies unbundling their rates. See, e.g., Commonwealth
Gas Company, D.T.E. 98-63 (1998); Colonial Gas Company, D.T.E. 98-64 (1998); Berkshire
Gas Company, D.T.E. 98-65 (1998) and North Attleboro Gas Company, D.T.E. 98-66
(1998). As aresult, prior to the Department’s decision in Fitchburg Gas and Electric Light
Company, D.T.E. 02-24/25, at 171-172 (2002), all of the gas companies recovered gas-cost
related bad-debt expense on a reconciling basis.

In D.P.U. 96-50, the Department found that 62 percent of the test-year bad-debt expense was
attributable to gas costs. D.P.U. 96-50, at 72. Therefore, Boston Gas derived gas-related
bad-debt expense by multiplying the Company’s actual monthly net writeoffs by 62 percent.
As noted in Mr. Bodanza’s testimony, the computation performed by Bay State is the same
except that Bay State determines the amount of net writeoffs associated with gas-cost
collections by applying the current ratio of annual firm gas-cost revenues to total firm
revenues to the monthly actual net writeoffs rather than a set percentage as established in a
rate proceeding. Exhibit KED-1, at 4, referencing Schedule JLH-1-7, § 15.00 et seq. From
the Company’s perspective, the Bay State methodology is a superior approach because it
recognizes and incorporates the current ratio of gas costs to firm revenues rather than relying
on a set amount that may not be applicable in a future time period.



COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF
BAY STATE GAS COMPANY TO
KEYSPAN ENERGY DELIVERY SERVICES NEW ENGLAND
D.T.E. 05-27

Respondent: Joseph Bodanza
Date: July 29, 2005

Information Request BSG-KEDNE-1-2

Please explain why and what factors, if any, cause bad debt expense to rise at a
disproportionately higher rate than when compared to the percentage increase in gas cost
collections to total revenues.

Response:

Bad-debt expense increases in proportion to increases in revenues. Therefore, if gas costs were
to increase from $350 million to $700 million and gas-cost related bad-debt writeoffs are running
at 2 percent of gas costs, then bad-debt writeoffs could increase from $7 million (i.e., 2 percent
of $350 million) to $14 million (2 percent of $700 million), which is a 100 percent increase in
bad-debt writeoffs.

However, the same increase in gas costs would produce a relatively small change in the ratio of
gas costs to total firm revenues because the incremental amount of gas costs still represents a
relatively small portion of the Company’s total collections (gas costs and firm revenues). For
example, if total revenues are $700 million, of which $350 million are gas-cost revenues, then
the ratio of gas costs to total firm revenues is 50 percent. If gas costs were to increase to $700
million, then total firm revenues would total $1.05 billion and the ratio of gas costs to total
revenue would increase to 67 percent, representing a change in the ratio of 17 percent. This
would compare to the 100 percent increase in bad-debt expense that would be experienced with
such a substantial increase in gas costs. As a result, a mechanism that ties gas-cost related bad-
debt expense recoveries to changes in the ratio of gas costs to total firm revenues is unlikely to
capture the actual magnitude of the change in bad-debt expense associated with increasing gas
costs.




COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

FIRST SET OF INFORMATION REQUESTS OF
BAY STATE GAS COMPANY TO
KEYSPAN ENERGY DELIVERY SERVICES NEW ENGLAND
D.T.E. 05-27

Respondent: Joseph Bodanza
Date: July 29, 2005

Information Request BSG-KEDNE-1-3

Why might a gas utility’s collections practices become less effective under conditions of rising
gas costs?

Response:

The collection of overdue revenues from customers is one of the most significant challenges
faced by the Company in structuring its operations. In accordance with the Department’s
regulations for billing and collection, the Company has in place a collection process involving a
series of communications and contact with the customers, as well as careful adherence to DTE
timelines governing shutoffs. Although the intent of these requirements is protect customers, the
effect can often circumscribe the Company’s efforts to collect overdue amounts. The process
mandated by the Department is as follows:

Billing, Notification and Termination Timeline per DTE Regulations

# of Days  # of Days
from Bill  from Bill
Rendered Receipt
Sample Date Date Date

Bill Rendered (n.1) 6/1/2005

Bill Received (n.2) 6/4/2005 3

2nd Request for Payment (n.3) 6/28/2005 27 24

Final Notice for Payment (n.4) 7/19/2005 48 45

First Day of Termination (n.4) 7/25/2005 54 51

Last Day of Termination (n.4) 8/2/2005 62 59

N.1: The bill is considered the first request for payment. All bills are considered due upon receipt. Bills
are considered past due 45 days after receipt. 220 C.M.R. 25.02 (1).

N.2: Assumes three days for bill to be received via first class mail.

N.3: Second request for payment must be rendered no earlier than 27 days after the bill is rendered and
must state that service will be terminated no sooner than 48 days after bill is received. 220 C.M.R. 25.02
3)(®).

N.4: Final notice for payment rendered no sooner than 45 days after receipt of bill. The notice must be
rendered at least 72 hours but no more than 14 days prior to termination. 220 C.M.R. 25.02 (3)(c).



This hypothetical example highlights a particular obstacle in the Department’s
regulations, which is the window for shutoffs on an overdue account. Under the
Department’s regulations, the Company has a maximum of 14 days to terminate an
account for non-payment following the final notice of payment. However, the Company
is not allowed to terminate on Fridays, weekend days, holidays and days preceding a
holiday. Therefore, the Company is generally left with a narrow window of 7-10 days to
shutoff an account. If the Company does reach the address within that window, the
notification process must be completed again before a new shutoff window is established.
This creates a substantial obstacle for the Company in terms of furthering collections
efforts through service terminations.

Final billed accounts with unpaid balances are referred to a collection agency for
recovery 23 days after the final bill is issued if the account receivable is 120 days or more
in arrears and 53 days after the final bill is issued if the account receivable is less than
120 days in arrears. Arrears are defined as follows:

Arrears
Current <30 Days
1% Arrears | 31 to 59 Days
2" Arrears | 60 to 89 Days
3" Arrears | 90 Days or Greater

In recent years, KeySpan has implemented a number of back-office improvements to
enhance its ability to collect revenues from customers within the parameters laid out by
the Department. These improvements include:

» Adding supplemental workforce to perform collections;

» Purchasing hand-held computers to be used by field collectors, so that collection
information is input to the system on a real-time basis;

» Expanding the communications with customers;
» Increased use of outbound calling to contact customers in arrears.
» Ipstallation of new software tools to increase back-office efficiency;

» Enhancements to customer information system to assign daily work to field collectors
on a more cost-effective and strategic basis.

Despite the Company’s best efforts, bad-debt writeoffs will inevitably increase under
circumstances where gas costs are increasing because: (1) the number of customers
unable to pay and falling into default increases, and (2) the amount of arrearage balances
increases. In combination, these two factors will cause an increase in the ratio of bad-
debt writeoffs to total revenue and bad-debt expense regardless of the efforts applied by
the Company to collect bad-debts.
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In what ways is a gas utility limited in controlling its increasing bad debt expense when gas costs
increase significantly?

Response:

The nature of the natural gas distribution business is that the bulk of gas costs relating to
residential and small C&I customers are incurred in the winter season. In the winter season, gas
prices and cold weather are the predominant drivers of a customer’s bill. However, during the
period November 15 through March 15, the Company is not allowed to take steps to shut off and
collect overdue amounts from residential heating accounts protected from termination of service
due to reasons of illness, infants residing in the home or financial hardship. Therefore, arrearage
amounts typically grow over the winter season, especially where winter gas costs are rising.
Because arrearage amounts tend to grow in proportion to gas-cost increases, when gas costs are
increasing at the levels that the Company has recently experienced, it is much more difficult for
customers who have fallen behind to get back on track.

In addition, there are other particular challenges inherent in the Department’s billing and
collection rules, as discussed in response to Information Request BSG-KEDNE-3. For example,
in accordance with 220 C.M.R. 25.02(3)(c), a final notice of termination must be rendered no
sooner than 45 days following issuance of a bill and no earlier than 72 hours, but no more than
14 days prior to termination of gas service. Compliance with this regulation results in a limited
number of days during which a customer may be shut off for non-payment (i.e., days 54 to 62
following the billing date, excluding Fridays, holidays or days preceding a holiday). At the end
of day 62, the ability to shutoff expires and the notification process must begin again. Asa
result, this requirement significantly impedes the Company’s ability to collect overdue amounts
as gas costs rise.



